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During the 2007 Legislation session, the Legislature passed, and Governor Huntsman
subsequently signed, House Bill 125, Centers of Excellence Amendments. In this bill, the
Legislature authorized the Governor’s Office of Economic Development Centers of Excellence
program to provide direct grants to licensees and sub-licensees of technologies developed in
Utah’s colleges and universities in order to facilitate the transition of these technologies into
industry for the purpose of economic development. For the Centers of Excellence program, this
is primarily measured in the creation of great jobs for Utah citizens. A number of interested
legislators encouraged the COE Director to consider this as the primary model of funding
allocation for the program going forward.

For the 2008-09 fiscal year, the COE program will take advantage of the Licensee Grant
provisions of the COE legislation and continue as a grant program but will focus the program
only on Licensee (company) grant funding. After the 2008-09 fiscal year, there will be no more
funding to University teams.

Beginning in 2008-09, any company which is headquartered in Utah or has a significant
divisional headquarters in Utah is eligible to apply. Startup companies or existing, ongoing
concerns, which decide to newly license a technology developed at, and licensed from, one of
Utah’s colleges or universities and which will create jobs for Utah citizens, are eligible to apply
for a grant. The competitive process for Centers of Excellence Grants is intended to encourage
and develop technologies that create Utah jobs from the commercialization of the technology.

The Centers of Excellence program will no longer accept stand alone grant proposals from
university proposing teams, with the exception of university Centers which received their first
COE grant for the 2007-08 fiscal year and have received 1 year of funding during 2007-08. As
previously mentioned these teams will be permitted to apply for a second year of funding, but are
strongly encouraged, where possible, to team with a Utah company which will become the
Licensee and have the Licensee apply for the grant.

Funding will be allocated in a two step model. In the first year, the grant applicants will be
eligible to apply for $50k- $100k with a 1:1 matching requirement. If the application is approved
and the team makes progress meeting its goals and milestones as described in the application,
then in the second year, they would be eligible to apply for additional funding up to a maximum
of $500k over a two-year period. In certain limited cases where the review committee determines
it is best for the applicant company, the $500k could be allocated over a 3 year period. If the
team does not demonstrate sufficient progress in the first year, they would not be eligible to
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apply for additional funding until they could demonstrate appropriate progress. It is expected
that there will be quarterly reports from each company on progress, and the Director can select in
person reviews or “teleconference” reviews and discussion of any grant recipient. Eligible
companies include firms of any size; from startup to existing large companies which decide to
newly license and take to market a Utah college or university developed technology.

This updated model migrates the Centers of Excellence Program to a Licensee Grant program
and continues the program’s historical and legislative goal to help facilitate development of
promising university created technologies and their movement out of the lab and into industry.
Historically it has been difficult for technologies being taken to market by startups to find the
seed capital and very early stage funding to get the opportunity to mature. The modification of
the COE program will provide technologies which are viewed as high risk with the opportunity
to mature through a direct industry link. By providing funding at this crucial time, we have seen
the private sector, including friends, family and angel investors, willing to step up and match the
state’s funds. The State has previously recognized the necessity to encourage venture capital
firms to actively invest in Utah. The same factors exist with new technology research. For
existing businesses, university developed technologies often seem extremely risky and these
COE grants will provide the opportunity to reduce the risk to Utah’s business community and
thus encourage them to partner with our colleges and universities to develop the next generations
of compelling products.
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General Guidelines Applicable to all licensees

This document outlines the key policies and guidelines for the 2008-09 Centers of Excellence
Licensee Solicitation. These general guidelines apply to all applicants. Following this section
there are specific sections for startups/spinouts and for existing businesses that describe the
guidelines as they are applicable to these different stage businesses.

1) Any licensee, or sub-licensee ("the Company" or "proposing Company"), of a technology that
has been developed by and is being licensed by a Utah college or university is eligible. See
below for definitions of licensee and sub-licensee (excerpted from
http://le.utah.gov/~2007/bills/hbillenr/hb0125.htm lines 81-86).

Definitions

"Direct license" means the licensing between a company and a Utah college or university of
technology developed at the college or university for the intent of commercializing the
technology or facilitating its transition into industry.

"Licensee" means:
85 (a) a company that executes or is in the process of executing a direct license; or (b) a
sublicensee of the technology from a direct license.

2) The licensee grants are intended to "defray the real and perceived risk" of a business licensing
a university developed technology and taking it to market - so it is designed for the EARLY
phase of the licensing and go to market process. A license that has been in place for a lengthy
period of time would not be eligible. These funds are intended to compensate for the difficulty
in obtaining angel/seed funding in Utah (for startups) or the perceived risk for an existing
company in licensing these technologies as compared to their cost of capital. Generally this
means the License should be a “new” license, generally executed within the last 12-24 months
(or currently in the process of being licensed) and should be technology that is just emerging or
has yet to emerge into the marketplace. Established, licensed products are not eligible.

3) A university license does NOT have to be in place during the proposal and selection process,
but a license MUST be in place before any COE funds can be released. A letter of support from
the professor and/or TTO/TCO for Licensees or from the Direct Licensee (for sub-licensees) is
REQUIRED to be eligible to be considered for a COE Grant. In the case where getting a letter
of support from the TCO/TTO would interfere with licensing negotiations, a letter of support
from the PI (professor/inventor) will be acceptable, but should be explained.
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If a License is executed with the college or university, then a digital copy of the signed license
MUST be included with the proposal (as an appendix). Ifiit is in process, any draft of the
licensing terms will make the application more competitive.

If the proposing Company is a sub-licensee of a Direct Licensee (for example, a professor has
licensed all fields of use of a technology into a holding company, and the proposing company is
going to sub-license one or more fields of use), then it is REQUIRED that the Direct License
already be in place before being considered for a COE Grant and that either the sub-license be in
place or a letter of support from the Direct Licensee is available. The COE Advisory Council
must be convinced that the proposing Company WILL have rights to the technology which is
proposed.

In all cases, the COE Advisory Council will want to see terms that are favorable to long term
success of the proposing Company and will NOT be supportive of terms that require meaningful
cash payments up front to either the university or Direct Licensee. Acceptable long term
royalties and university equity positions will be more likely to be viewed as conducive to
success. COE funding and the matching funds will not be permitted to flow back in any way to
the licensing college or university, including, but not limited to, up front payments, milestone
payments or patent reimbursement costs.

4) Competitive Grant Program: The Centers of Excellence program is a competitive grant
program. For the 2005-06 fiscal year, the program received about 26 proposals while for the
2007-08 year, the program received 56 proposals. Therefore, only the most qualified teams with
the best potential for commercial success and job creation in Utah will be funded. Key elements
of successful grant recipients will include a strong, seasoned management team, well thought out
go-to market strategy and other elements that indicate the company can grow to a significant size
and generate significant jobs for Utah’s citizens.

5) Requirement to develop and “exploit” the technology in Utah

The Statute authorizing and governing the Centers of Excellence program requires that the
technology which is supported by the COE grant program must be “exploited” in Utah, meaning
developed and delivered to market from Utah. The objective of this program is to help create
jobs in Utah. The specific language in the statute requires a return of the grant funding if the
technology is not exploited in the state. That language is excerpted from the statute below
(http://goed.utah.gov/COE/documents/COE_Enrolled 2007 hb0125.pdf):

(d) (1) A licensee that receives a grant under this part shall return the grant proceeds or a portion
of the grant proceeds to the office if the licensee:

(A) does not maintain a manufacturing or service location in the state from which the
licensee exploits the technology; or
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(B) initially maintains a manufacturing or service location in the state from which the
licensee exploits the technology, but within five years after issuance of the grant the licensee
transfers the manufacturing or service location for the technology to an out of state location.

(i1) A repayment by a licensee that receives a grant shall come only from the
proceeds of the license to that licensee.

(iii) A repayment by a licensee shall be prorated based only on the number of full
years the licensee operated in the state from the date of the awarded grant.

6) Selection Process

Due to the increasing number of proposals to the Centers of Excellence program, 2008-09 will
include a new component to the selection process. Each proposing team will be required to
make a brief presentation on a designated presentation day. All teams will be assigned to one of
3 program categories: Life Sciences (LS), Information Technology/ Electronics/Aerospace/
Defense (IT), or Materials/Manufacturing/Energy/Environment (MMEE). All teams in each
category will be required to present their proposal on the assigned day for that category. The
estimated time per presentation will 15-20 minutes, to be finalized based on applicant pool size.
A presentation template will be provided to ensure all teams present the required information.
After the initial screening of all proposing teams following the 3 days of presentations, additional
review by the COE Advisory Council will include any or all of the following: detailed review of
the business plan proposal, correspondence or phone discussions of the business plan, in person
meetings.

7) One proposal per company:

Only one proposal will be accepted to the COE Grant program from each company, regardless of
whether the proposals are for different technologies. Companies are encouraged to coordinate
internally to ensure that only one proposal is submitted. If more than one is submitted to the
COE program, the Director reserves the right to contact the company to request the selection of
one of the proposals as the single eligible proposal or to select the proposal “first come first
served”.

8) Strict limit on the length of the proposal

The proposal length will be a strict 25 pages, excluding appendices and title page/table of
contents, but including the executive summary. “It is easier to write a long letter than a short
letter” and applicants are encouraged to write a well written, concise and compelling proposal.

9) All company proprietary information must be marked “Business Confidential” so that it can
be properly protected as confidential information.

10) These guidelines are subject to modest revision and any changes will be posted on the
Centers of Excellence Website.
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Guidelines Specific to Startup or Spinout Companies

This set of guidelines applies to a company which can reasonably be considered a “startup” or
“spinout.” In particular, these guidelines apply to a company which is wholly or substantially

being started to take to market the technology which is being proposed for support by the COE
program. Existing, established businesses, which plan to license the proposed technology as a
new product for the business should see the “guidelines for established business”, below.

1) Matching funds of 1:1 are required. For every $1 of COE grant support, another $1 from any
of the following sources is required:

e Revenue that is substantially related to the licensed technology and proposed business
plan (including contracts such as an SBIR, development contracts etc)

e Founder capital contributions (equity) in CASH (NOT in-kind)

¢ Outside/arms length equity funding (cash).

Matching funds may NOT be a loan, but must be either equity or revenue (that is, there can be no
repayment clause). NO in kind contributions will be considered for matching for this grant.
State-supported university contributions and other state grants will NOT be counted as matching
funds, but state CONTRACTS are permitted if they are revenue producing contracts (i.e. the
State is a customer). The goal of the matching provision is that the COE funds will be used to
leverage the private sector and accelerate the "go to market" success of these technologies.
Grants to the university team will NOT be eligible as matching funds. COE grant funds may be
drawn down as matching funds are received and are not required to be received before the grant
is awarded. As funds come in, say from multiple closes of an equity round or from sales over
time, the COE funds can be delivered to the company.

It is important to note that the Center of Excellence funds are intended for companies that have
not yet received Venture Capital investment as a spinout. In the chart below, COE funding is
intended to complement and enhance “friends and family” funding and angel funding for spinout
companies (existing companies licensing technology for a NEW additional product or product
line should see the Guide for Established Businesses). It is in the state’s interest to foster this
level of investment in emerging companies. The state already encourages venture investing in
Utah companies through the Utah Fund of Funds program (Utahfof.com).

If the company has received funding from an institutional investor, it is NOT eligible for COE
funding.
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2) Collaboration with University and allocation of funds to university teams.

There are two ways for university teams which have developed technologies with strong
commercial potential to receive money through the COE program.

a) The company (licensee) can include in their proposal to the COE program that they want
to contract back to the University team for further development, along with the purpose
and milestones of this work. Under this option, the COE program will write the contract
directly with the university and no overhead will be charged to the company as Utah’s
colleges and universities which participate in the COE program agree not to charge
overhead to the program. This method will require that the university team have
appropriate matching funds for their portion of the grant (2:1 matching for PhD granting
schools, 1:1 matching at others) The company will NOT be required to having matching
funds for the portion of the grant that goes directly to the university.
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b) Alternately — the company can apply for and receive the entire COE grant directly, and
then contract back to the university team directly. Under these conditions, no matching
funds are required at the university, but the company will be required to have a 1:1 match
for their entire grant amount. When the licensee contracts back with the university, they
will be required to pay any overhead that is required by the college or university, but NO
COE funds NOR any of the 1:1 matching funds may be used to pay that overhead.
However, the company may use other funds to pay appropriate overhead.

c) The goal of the COE grant funding is to accelerate the commercialization of the
technology and to assist young companies with the transition out of the university lab.
The company is permitted to contract back with the university for no more than 50% of
the COE grant to fund advancement inside of the university. The company (licensee)
will include in their proposal to the COE program that they want to contract back to the
University team for further development, along with the purposes and milestones of this
work. As this is for commercialization the company should provide strong reasoning
why so much of the grant is needed inside of the university laboratory.

3) Release of COE Grant Funds:

Funds from the COE grant will be released when a) the License is complete and b) matching
funds are received by the grant recipient and such receipt is documented to the COE program.
Funds that are eligible to be considered as matching will include funds received by the proposing
Company as early as April 1, 2008 and extending through the grant year, June 30, 2009.

4) Equity and Return of Grant provisions

The State will NOT take an equity position in the recipient company - the State's return on the
COE program is in job creation and economic development for the state of Utah. It is important
to review the language in the general guidelines about the return of grant provisions to read the
terms of grants to licensees or sub-licensees, including the provision for return of grant if the
grant recipient does not stay within the state for at least 5 years.

5) Management team: The COE advisory council will conduct the review of all proposals and
make recommendations to GOED about funding decisions. This council is composed of
seasoned business executives in the technology industry and they expect to see seasoned,
experienced management teams in order to entrust taxpayer funds to the proposing Company.

It is expected that proposals which include seasoned management teams with demonstrated
experience in business building and successful technology commercialization are those which
are most likely to receive funding. Relevant skills and experience will include capital acquisition
(fund raising, business financing etc), technology marketing and sales, company formation and
company exit (M&A, IPO etc), in addition to any technology-related expertise. In addition,
business leadership should be wholly committed to the proposing company, meaning that they do
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not have other employment of more than 49% time of a 40 hour week or just under 20 hours per
week - similar to SBIR requirements.

It is important to note that the management teams composed wholly or primarily of individuals
who are employed full time elsewhere, such as at a university, or who are students or newly
minted graduates, will be unlikely to be competitive compared to seasoned entrepreneurial and
business management teams.

6) Founder Compensation:

A Significant Founder is defined for the purposed of the COE grant program as any individual
who received 10% or more of the founding shares of the company or who holds 10% or more of
the shares of the company after the execution of the license with the university. An amount
equal to not more than 25% of the sum of COE funding + 1:1 Required Matching funding, may
be used for compensation for a significant founder who is wholly committed to the proposing
Company (meaning that they do not have other regular employment of more than 49% time, just
under 20 hours per week - similar to SBIR requirements). Significant Founders who are not
wholly committed to the proposing Company (meaning that they DO have other regular
employment of more than 49% time) may not receive any compensation from COE funding or
Required Matching funds. Additional funding over and above this COE Funding + Required
Match may be used for reasonable additional founder compensation.

If there are two significant founders, it may be permitted by the Council and/or the Director for
as much as 50% of the sum of COE funding + 1:1 Required Matching funding, to be used for
significant founder compensation for TWO founders, as long as both are wholly committed to
the proposing Company and generally only when there is a mix of skills between the two
significant founders that is required for the success of the company (such as business skills in
one significant founder and technical skills in another significant founder). It is expected that
significant founder compensation will be below market rate for a comparable industry position,
as the COE grant does not require equity, thus providing a favorable environment for the
founder(s). These terms will be verified by the use of funds detail provided to the COE Director
and can be reviewed at any time.

7) Proposal Template:
The Proposal for the COE grant must follow the companion proposal template. This template
will include the following key elements:

7a) Use of funds: The proposal will also include a separate proposed use of funds of the
COE Grant + Matching funds so that the Council can understand the purpose of the grant.
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7b) Business Plan: The COE Grants will not have a detailed business plan template,
although it will identify key elements that should be included. The proposing company should
be able to provide a business plan and executive summary that they would also provide to
outside investors. The quality of this business plan (and associated presentation) will be part of
the evaluation of the proposing Company's likelihood of success.

7¢) Presentation Template: The COE grant presentation will have a detailed presentation
format that will be provided to each proposing team about 2 weeks after the posting of this
solicitation.
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Guidelines for Established Businesses

This set of guidelines applies to an established business which wants to license a previously
unlicensed, university developed technology in order to create a new product or product line
within their business. This element of the program is intended to encourage established Utah
businesses, or significant Utah-based divisions of businesses which are headquartered elsewhere,
to more actively consider licensing university-developed technologies, by helping to defray the
risk in taking these technologies to market.

1) Inorder to encourage the successful transition of the technology from the university team,
and to ensure the commitment of the Licensee, matching funds of 1:1 are required. For every
$1 of COE grant support, another $1 in matching funds is required. For established
businesses licensing a technology to create a new or additional product line or to
substantially enhance an existing product line, matching funds from any of the following
sources is required:

a. Internal funds/Revenue: Ifthe company is doing significant internal development
with the technology, then internal funds can be counted as matching funds. The
following funds may be counted as matching funds: Personnel time and specialized
supplies or extremely specialized equipment.

i. Personnel time is to be counted at a maximum of 80% of actual FTE salary or
actual time allocated to the project, whichever is less. Only direct salary will
be counted as matching funds, not benefits, management or overhead

ii. Direct equipment or supply purchases made for the program. It is unusual for
the COE Advisory Council to fund capital equipment purchases, although if
the company is funding a significant portion of the equipment, it may be
permissible to fund a small portion of specialized equipment costs. Supplies
and materials that are unique to this project are eligible.

iii. The state assumes that the company has sufficient resources to fund other
ancillary costs separately such as travel, communications, facilities, standard
equipment, business overhead and management time and these type of
expenses will not be eligible as matching funds.

b. Equity infusion/allocation

i. The existing business may allocate a portion of their capital budget to serve as
matching funds for the COE Grant — but all of the funds so earmarked must be
spent to move the technology forward and into market.

c. Joint Venture or subsidiary structure
Frequently it makes sense to isolate a new product/technology within an existing
business through a joint venture or subsidiary structure. If such a structure is chosen,
then the matching funds should be provided to the JV/subsidiary as equity or cost
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reimbursements. The COE funds will be disbursed only as such funds are actually
received into the JV/subsidiary.

2) Collaboration with University and allocation of funds to university teams.

If the company wants to use ALL of the COE grant to fund advancement inside of the university,
this is permitted providing the company also provides the 1:1 match to the university. The
company (licensee) will include in their proposal to the COE program that they want to contract
back to the University team for further development, along with the purposes and milestones for
this work. This can be done in two ways:

a. The COE program will write the contract for its contribution directly with the
university and no overhead will be charged to the company on the COE Grant portion
of the funds (Utah’s colleges and universities which participate in the COE program
agree not to charge overhead to the program.) This method will require that the
university team have appropriate matching funds for their portion of the grant (2:1
matching for PhD granting schools, 1:1 matching at others) The company will also
provide 1:1 matching funds directly to the university as their match for the COE
program funds. In addition, any overhead required by the university on the company
sponsored research must be paid separately from the COE grant + Match.

i. Alternately — the company can apply for and receive the entire COE grant
directly, and then contract back to the university team directly. Under these
conditions, no matching funds are required at the university, but the company
will be required to have a 1:1 match for their entire grant amount and use their
match within the university project. When the licensee contracts back with
the university, they will be required to pay ALL overhead that is required by
the college or university, but NO COE funds NOR any of the 1:1 matching
funds may be used to pay that overhead. However, the company may use
other funds to pay appropriate overhead.

ii. It should be noted that this type of funding will likely be the exception rather
than the rule as the goal of the COE program is to accelerate the movement of
the technology out of the lab and into the marketplace. Ifthe company
proposes this, they must provide a very convincing argument that the
university is the only place the appropriate work can be done — such as due to
specific equipment.

b. Ifthe company wants to use a portion of the COE grant to fund advancement inside
of the university, this is permitted, up to a maximum of 50% of the COE Grant. The
company (licensee) will include in their proposal to the COE program that they want
to contract back to the University team for further development, along with the
purposes and milestones of this work.
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i. The COE program will write the contract directly with the university and no
overhead will be charged to the company on that portion of the COE grant (
Utah’s colleges and universities which participate in the COE program agree
not to charge overhead to the program.) This method will require that the
university team have appropriate matching funds for their portion of the grant
(2:1 matching for PhD granting schools, 1:1 matching at others) The
company will NOT be required to having matching funds for the portion of
the grant that goes directly to the university. The company will be required to
have a 1:1 match for the remaining portion of the COE grant that the company
receives.

ii. Alternately — the company can apply for and receive the entire COE grant
directly, and then contract back to the university team directly with up to 50%
of the COE funds. Under these conditions, no matching funds are required at
the university, but the company will be required to have a 1:1 match for their
entire grant amount. When the licensee contracts back with the university,
they will be required to pay any overhead that is required by the college or
university, but NO COE funds NOR any of the 1:1 matching funds may be
used to pay that overhead. However, the company may use other funds to pay
appropriate overhead. No more than 50% of the COE Grant + Matching funds
will be permitted to be contracted back to the university — the remainder of the
funds must be used for internal work and development.

3) Release of COE Grant Funds:

Funds from the COE grant will be released when a) the License is complete and b) matching
funds are received by the grant recipient and such receipt is documented to the COE program. If
internal funds are used as matching funds, then COE funds can be released as funds are
expended by the company on a reimbursement basis, provided appropriate documentation is
provided to the Director. Funds that are eligible to be considered as matching will include funds
received/used by the proposing Company as early as April 1, 2008 and extending through the
grant year, June 30, 2009.

4) Equity and Return of Grant provisions

The State will NOT take an equity position in the recipient company - the State's return on the
COE program is in job creation and economic development for the state of Utah. It is important
to review the language in the general guidelines about the return of grant provisions to read the
terms of grants to licensees or sub-licensees, including the provision for return of grant if the
grant recipient does not stay within the state for at least 5 years.
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5) Management team: The COE advisory council will conduct the review of all proposals and
make recommendations to GOED about funding decisions. This council is composed of
seasoned business executives in the technology industry and they expect to see seasoned,
experienced management teams in order to entrust taxpayer funds to the proposing Company.

It is expected that proposals which include a strategic plan for delivering the new technology into
the marketplace, that will include well thought out strategies for channel, product and
manufacturing. An existing business which has none of the needed elements to support the new
technology may not be considered competitive in the COE grant program. It is important to note
that the management teams composed wholly or primarily of individuals who are employed full
time elsewhere, such as at a university, or who are students or newly minted graduates, will be
unlikely to be competitive compared to seasoned entrepreneurial and business management
teams.

6) Proposal Template:
The Proposal for the COE grant must follow the companion proposal template. This template
will include the following key elements:

6a) Use of funds: The proposal will also include a separate proposed use of funds of the
COE Grant + Matching funds so that the Council can understand the purpose of the grant.

6b) Business Plan: The COE Grants will not have a detailed business plan template,
although it will identify key elements that should be included. The proposing company should
be able to provide a business plan and executive summary that they would also provide to
outside investors. The quality of this business plan (and associated presentation) will be part of
the evaluation of the proposing Company's likelihood of success.

6¢) Presentation Template: The COE grant presentation will have a detailed presentation

format that will be provided to each proposing team about 2 weeks after the posting of this
solicitation.

Frequently Asked Questions

The FAQs page for the COE program is located
http://goed.utah.gov/COE/FrequentlyAskedQuestions.html and is updated frequently; please visit
this page to see updates.

Last Modified 3/5/2008 4:38:00 PM Page 14/14

Governor’s Office of Economic Development - Centers of Excellence Program
Outline of Guidelines for COE Licensee Solicitation - FINAL
http://goed.utah.gov/COE/index.html COE 2008-09 Solicitation FINAL 3 - UPDATED 3 5
2008.doc




